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KEY ECONOMIC INDICATORS 


All values as stated. Average official exchange rate in 1974 
U.S.$ 1.00 = 5.83 Czech crowns (Kes) 


Physical % change 


value 


INCOME, PRODUCTION, EMPLOYMENT 

National Income billion Kcs 329.0 345 
Per Capita (NI) Kes 225.70 231.50 
Capital Investment million Kcs 110 117 
Avg.Industrial Wage monthly Kes 2,161 2,234 
Labor Force mil. workers ‘ am 7.3 
Retail Sales Turnover mil. Kes 190 205 


BASIC INDUSTRIAL OUTPUT 


Electricity mil. kWh 51,402 53,473 56,035 
Crude steel 1,000 t 12,727 13,158 13,640 
Plastics (PVC, 

Polyethylene,etc.) 1,000 t 300.9 356.2 389.8 
Chemical fibres 1,000 t 116.5 124.8 131.3 
Private cars units 154,454 164,448 168,701 
Cement 1,000 t 8,045 8,381 8,967 
Paper 1,000 t 627 647 661 


FOREIGN TRADE (Czechoslovak data) 


Imports: 
Total mil. Kes 35,805 43,974 
Socialist countries 24,386 28,580 
Non-social#st 1 11,419 15,394 
From U.S. ** 669* 695* 


Exports: 
Total 35,322 42,930 
Socialist countries 24,954 28,047 
Non-socialist " 10,368 14,883 
To U.S. #x 194* 286 * 


(U.S. Data) 

Exports to CSSR ** ce 50.0 72.1 

Imports from CSSR ** 28.0 35.2 

Balance + 22.0 + 36.9 + 
(.8.) @W.8.) 


Footnote: * 11-month data 
**k The difference in magnitude between U.S. and Czechoslovak 
(when converted to $ at official parity) trade data is largely 
due to fact that much of what Czechoslovakia buys from the U.S. 
is transhipped through West European ports - often through 
subsidiaries of U.S. firms - thus appearing as exports to Western 


Europe in U.S. statistics, but accurately reflected as imports 
from the U.S. in Czechoslovak trade data. 
Sources: Statistical Yearbook CSSR (1974);Statisticke Prehledy No. 2 (1975); 
U.5.Department of Commerce Data. = =~ ——————sS~ 





SUMMARY 


Entering the final year of the fifth Five-Year Plan 
(1971-75) the Czechoslovak economy is faced with several 
adverse factors which may force a slowing in its average, 
but respectable, growth rate of recent years. In 1974 
national income grew by 5.5% over the previous year, and 
although problems in meeting plan norms increased in some 
sectors, the government was generally satisfied with the 
economy's performance during the year. Faced with rising 
costs of energy and greatly increased prices for raw 
materials, including crude oil, from the Soviet Union with 
effect from January of this year (rather than in 1976 as 
formerly expected), the economy will be in for a year of 
adjustment which may force a sharp reduction in the planned 
growth rate for 1975 of 5.6 percent. 


In foreign trade Czechoslovakia ended the year in overall 
deficit both with her CEMA trading partners and with the 
West. According to Commerce Department data, total trade 
with the U.S. fell by over 12% to $94.1 million in compari- 
son with 1973; the first decline in our bilateral trade in 
over five years. Prospects for expanded trade relations 
with the U.S. suffered a setback late last year with the 
enactment of the Trade Act of 1974. Apart from the well- 
known provisions regarding emigration, one section specifi- 
cally excludes Czechoslovakia from the benefits of the Act 
until a gold and property claims agreement is renegotiated 
to the satisfaction of the U.S. Congress. Although improved 
commercial ties are now likely to be delayed as a result of 
this provision, the reaction of the Czechoslovak Government 
has been restrained and there have been no indications that 
U.S. firms will not continue to be welcomed in bidding for 
for business in Czechoslovakia. In fact, with the decline 
of the dollar against other currencies, this would appear 
to be an opportune time for firms to explore sales oppor- 
tunities in Czechoslovakia. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economy Expands in 1974; Outlook for 1975 Cloudy 


Judged by growth in national income (NI), Czechoslovakia's 
key macroeconomic indicator, the economy expanded by 5.5% 
in 1974 over the previous year. In comparison with other 
centrally-planned economies of Eastern Europe, many of 
which experienced much higher growth rates (e.g., Poland 
and Romania) , Czechoslovakia's performance in 1974 was 


perhaps less than average. But it did compare favorably 
with growth rates in many Western countries and, on a per 
capita basis, Czechoslovakia's NI in 1974 probably ranked 
second only to East Germany among CEMA countries. At a time 
when inflation is buffeting consumers in the West, retail 
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prices -- especially for staple goods -- have risen hardly 
at all, according to official statistics. Non-farm wages 
increased by 3.4%, remaining well within the announced 
growth rate for labor productivity of 4.8%: a non-infla- 
tionary relationship in a conventional market economy. 
Entering 1975, the final year of the fifth Five-Year Plan 
(FYP), the economy is planned for growth of 5.6%; but this 
goal was set before the unexpected announcement of Soviet 
price increases for selected raw materials, including .crude 
oil (for which Czechoslovakia is 92% dependent on the USSR) 
and may have to be sharply trimmed as a result. 


Industrial Output Rising 


Measured by the quantitative criteria set forth in the plan, 
overall industrial output climbed by 6.2% in 1974, and a 
further growth of 6.4% is planned in 1975. The sectors of 
highest growth last year were: engineering (+8.5%), building 
materials (+8.2%), non-ferrous metallurgy (+7.77%}%, and timber 
processing (+7.6%). Serious problems exist, however, in 

the power generation, chemical and construction industries. 
Because of severe bottlenecks in construction, only 1,895 
megawatts (Mw.) out of a FYP target of 3,700 Mw. of new 
electric generating capacity had actually been brought on 
stream by the end of 1974. Thus, 1,400 Mw. of capacity, 

or nearly 40% of the total, must be installed in 1975 to 
meet the FYP goal. (Total electric generating capacity is 
shown in table attached.) In the petrochemical industry, 
several expansion projects were delayed by breakdowns and 
problems in construction. Nevertheless, according to Plan, 
the petrochemical industry is to expand by 9.8% this year, 
retaining its leading position among growth industries. 

Over 500,000 metric tons of plastics are slated for produc- 
tion during the year, despite a doubling in the price of 
Soviet crude oil used as feedstock, as against 390,000 tons 
of plastics produced in 1974. The engineering and building 
materials industries are also targeted for rapid growth, 


the latter reflecting official efforts to ease construction 
bottlenecks. 


Capital Construction Program in 1975 Termed "Ambitious" 


In an attempt to halt the upward spiral of uncompleted 
capital construction projects (approximately one-third of 
all enterprises failed to meet norms in 1974), the plan 
calls for a reduction in the volume of construction starts 
during 1975. High-priority projects are to continue (e.g., 
in the petrochemical industry, in the expansion of produc- 


tion facilities for nuclear power plants, steel pipes and 
tubes, and medium-sized Tatra trucks). Residential con- 
struction will continue to receive priority nationwide, but 
the growth rate in Prague and northern Bohemia is to achieve 
a rate two times the national average. Poor planning, lack 
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of materials and equipment, and passivity on the part of 
workers and managers alike are mentioned in the official 


press as the root causes of poor performance in this key 
sector. 


Although current statistics are not available to define the 
dimensions of the problem, close observers are of the opinion 
that serious imbalances between the industrial and consumer 
goods sectors persist in the Czechoslovak economy. Much of 
this is largely a legacy of the policy adopted in the late 
1940's to concentrate on the development of heavy industry 
at the expense of light industry and simultaneously to 

expand extensively the nation's industrial base. As a 
result, Czechoslovakia today produces a disproportionately 
wide range of heavy industrial goods which places an enormous 
burden on the resources available for new capital construc- 
tion and modernization of existing plant and equipment. 


An example of imbalance toward heavy industry is provided 

by the nation's steel industry. In 1974 Czechoslovakia 
produced more steel per capita (nine-tenths of a ton) than 
any other country in the world with the exception of Sweden 
and, perhaps, Belgium. While this is a significant achieve- 
ment for a country without direct access to the sea or 
adequate domestic reserves of iron ore and black coal, its 
economic rationale in terms of costs for imported raw materials 
and transportation may legitimately be questioned. Other 
major industries where overinvestment and lack of modern 
technology and equipment exist are a constant drag on Czecho- 
slovakia's productivity and competitiveness in world markets. 


Agricultural Output Meeting Targets 


Gross agricultural production in 1975 is to grow by 3.3%, 
slightly more than matching the growth rate of the previous 
year. Crop output is to rise faster than animal production, 
and overall domestic food supplies are planned to grow by 
roughly 4.6% over 1974. Among the various crops planned for 
expansion are leguminous plants for animal feed and sugar 
beets, One long-range aim of the government is to achieve 
self-sufficiency in the production of grains. In 1974, 
10.4 million tons of grain were harvested, bringina domestic 
productivity to within one miliion tons of consumption for 
the year, according to official data, Czechoslovakia is 


self-sufficient in the production of meat, milk, butter and 
eggs; but fruit and vegetable output is a problem area. 


Consumer Goods Sector Targeted for Growth 


Since 1969 the government has been more attentive to the 
supply of goods on the retail market. High rates of growth 
have been mandated in recent years for "retail turnover" -- 
an important plan indicator of consumer satisfaction -- which 
increased over 7% in 1974 and is to expand by 4.6% in 1975. 
With average wage rates increasing and the retail price level 
generally stable, there has been a consequent rise in real 
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purchasing power in the hands of consumers. The increased 
purchasing power has not, hgwever, resulted in proportionately 
higher consumption; rather/fds been translated into a higher 
rate of personal savings. (In 1974 personal savings approached 
17 billion Kcs., or 64% more than 1970.) Dissatisfaction with 
the range and quality of consumer goods produced domestically 
and the desire to be in a position to buy big ticket items 
(apartments, automobiles, washing machines, color TVs, etc.) 
as and when these become cheaper and more widely available, 
best explain consumer reluctance to spend more and save less. 
In 1975 increased supplies of furniture, cars and consumer 
durables will be given highest priority. The government is 
also firmly committed to maintaining the "general level of 
retail prices" until the end of this year, despite the rising 
cost of subsidies to state production units which now exceed 
30% of the federal budget. 


Foreign Trade: The Squeeze From Both Sides 


Czechoslovakia annually derives about 40% of its total national 
product from foreign trade. In recent years the Czechs have 
adhered closely to the implied CEMA rule that bilateral trade 
with non-socialist countries should be held to one-third of 

each member country's total trade by value. Foreign trade with 
all countries increased 23.2% in 1974 over 1973: 14.5% higher 
with socialist countries, 34.7% higher with industrialized and 
developing non-socialist countries -- 25% stemming from higher 
prices and only 10% resulting from increased volume. Exports 
increased by over 20% (nearly 34% to non-socialist industrialized 
and developing countries); and imports grew by almost 26% 

(35% from non-socialist countries). The result was that Czecho- 
slovakia ended the year in overall deficit both with her CEMA 
trade partners and with the non-socialist world. The Minister 
of Foreign Trade stated publicly in early March 1975 that 
"logical" predominance of exports over thmports will prevail 

in the future. 


During 1974 Czechoslovakia suffered one of the largest hard- 
currency deficits in recent years (over $100 million at the 
official parity of 5.83 Kes. to $1.00) and this may have an 
adverse effect on imports in 1975. Certain needs for modern 
technology, equipment and raw materials can only be met in 

the West; therefore, a significant volume of trade should 
continue if Czechoslovak terms of trade with non-socialist 
countries do not deteriorate further. As for trade with other 
CEMA partners, the recent Soviet decision to increase prices 

on selected raw materials and products from the beginning of 
January 1975 was a blow to Czechoslovakia's plans for stable 
growth, particularly since payment to the Soviets must be made 
partially in hard currency for purchases above stipulated 

quota limits. Because of Soviet reliance on CEMA-wide partici- 
pation in several raw material development projects in the USSR, 
Czechoslovak trade ties within CEMA are likely to be strength- 
ened in the future. 
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Trade With the United States: Growth Slackens 


Czechoslovak/U.S. tzade in 1974 fell for the first time since 
1968, according to Commerce Department data, declining to a 
total volume of $94.1 million, 12.3% less than in 1973. The 
trade balance continued to favor the U.S. -- although by only 
$3 million, as compared with a surplus of nearly $37 million 

a year earlier. Major exports from the U.S. were, in descend- 
ing order of importance: soybean oil-cake and meal; cattle 
hides; tobacco, cured and bulk; sunflower seeds; aircraft parts 
and computers. Major imports from Czechoslovakia were: steel 
wire rods; textile a machinery; men's footwear; glass- 
ware and jewelry; motorcycles and parts; and machine tools. Not 
surprisingly, the volume of bilateral trade does not loom large 
in either country's total trade picture. According to Czecho- 
slovak data, exports to the U.S. accounted for under one percent 
of total exports in 1974, and imports from the U.S. for less 
than two percent. Czechoslovak statistics also give a somewhat 
different picture of bilateral trade with the U.S., showing a 
rise in total volume for 1974 rather than a decline, and en- 
larging the size of the U.S. surplus considerably as the attached 
table shows. By Czechoslovak reckoning total bilateral trade 

is twice as large (at official parity) than U.S. figures indicate. 


IMPLICATIONS FOR THE UNITED STATES 


Enactment of the Trade Act of 1974 has had an important impact 
on the outlook for improved trade and commercial relations between 
the U.S. and Czechoslovakia. Apart from the Jackson-Vanik 
Amendment (adopted as Section 402 of the Act) linking normali- 
zation of trade relations with the emigration policies of most 
of the countries of Eastern Europe, a separate provision (Sec- 
tion 408) effectively denies to Czechoslovakia specifically any 
benefits flowing from the Act -- most importantly, Most-Favored- 
Nation (MFN) status -- until the gold and property claims agree- 
ment initialled in July 1974 between the U.S. and Czechoslovakia 
has been renegotiated on terms acceptable to the U.S. Congress. 
The fact that the Soviet Union has abrogated the 1972 U.S./USSR 
Trade Agreement ostensibly because of the emigration clause 
means that the question of Section 402 will probably be dealt 
with in the larger context of U.S.-Soviet relations. But resolu- 
tion of the difficulties posed by Section 408 will require 
renewed negotiations between the U.S. and Czechoslovakia on a 
long outstanding issue that had been thought settled last July. 
Thus, the expected improvement in U.S. commercial relations 

with Czechoslovakia may be delayed while the problems connected 
with the Trade Act of 1974 are sorted out. 


In the meantime, it is worth mentioning that the Czechoslovaks 
have reacted to the provisions of the Trade Act with restraint 
and with none of the harsh tones which often marked reversals 
in our bilateral relations in the past. On a more practical 





=§- 


level, the Czechoslovaks indicated that they do not intend to 
take any measures which would exclude U.S. firms from considera- 
tion in their current purchasing plans. They concede, however 
that the absence of MFN status which would have enabled Czecho- 
slovakia to increase its dollar earnings in the U.S. and thus 
support an expansion of bilateral trade will continue to act 

as a curb on further growth in our trade relations. 

U.S. industry has an excellent reputation in Czechoslovakia 

and is considered second to none in the development of ad- 
vanced technology and know-how. A highly industrialized country 
saddled with aging plant and equipment, Czechoslovakia is a 
natural market for U.S. producers of machine tools, process 
control, EDP, and other production-related equipment. On this 
point it may be instructive to recall that during the 1930's 

the U.S. was for a brief period Czechoslovakia's third largest 
trading partner. Given a more normal trading atmosphere, 

there is no reason U.S. businessmen could not build on their 
past record to re-establish the U.S. as a major Western supplier 
to this country. 


At present, the bulk of U.S. exports to Czechoslovakia consists 
of agricultural products; with exports of industrialized goods 
accounting for less than a third of total shipments. As the 
value of the U.S. dollar declines relative to other currencies, 
this would seem an opportune time for U.S. businessmen to step 
up their activity in Czechoslovakia. Firms looking to the 
future should recognize that problems related to the Trade Act 
will sooner or later be resolved in a manner which will allow 
Czechoslovakia easier access to the U.S. market. When this 
happens the Czechoslovaks will logically seek to expand busi- 
ness first with those firms which have established a reputation 
for doing business over the long run. As a matter of fact, 
several U.S. firms are having excellent results selling a wide 
range of products in Czechoslovakia today. 


In 1975 the U.S. Department of Commerce will sponsor an active 
program of trade missions to Czechoslovakia and participate 
with a large exhibit at the Brno Engineering Fair in September. 
The themes for each of these events dovetails with the sectors 
of the Czechoslovak economy designated for high growth in the 
State Plan. 








